
CWHONWEALTH OF KENTUCKY 

BEFORE THE PUBLIC SERVICE COMMISSION 

In t h e  Matter of:  

AN ADJUSTMENT OF RATES OF THE 1 
KINGSTON-TERRILL WATER DISTRICT OF ) CASE NO. 9542 
MADISON COUNTY, KENTUCKY 1 

O R D E R  

IT IS ORDERED t h a t :  

1, The S t a f f  A u d i t  Report f o r  Kingston-Terrill Water 

D i s t r i c t  a t t a c h e d  hereto as Appendix A shall be i n c l u d e d  a s  a part  

of t h e  r e c o r d  i n  this p r o c e e d i n g .  

2 .  Kingston-Terrill Water D i s t r i c t  s h a l l  have 10 days from 

t h e  date of t h i s  Order to f i l e  w r i t t e n  comments concerning t h e  

c o n t e n t s  of A p p e n d i x  A. 

Done a t  F r a n k f o r t ,  Kentucky, this 17th day of M y ,  1986. 
PUBLIC SERVICE COMMISSION 

/e.L+@&. For t h e  Commission 7 L .  
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S t a f f  A u d i t  Report o n  
K i n g s t o n - T e r r  ill Water D i s t r  i c t  

PREFACE 

On March 31, 1986, K i n g s t o n - T e r r i l l  Water D i s t r i c t  

( " K i n g s t o n - T e r r i l l ' )  f i l e d  its a p p l i c a t i o n  s e e k i n g  a n  i n c r e a s e  i n  

i ts rates for water s e r v i c e .  The proposed r a t e s  would g e n e r a t e  

a p p r o x i m a t e l y  $115,366 o n  a n  a n n u a l  bas i s ,  a n  i n c r e a s e  of 

a p p r o x i m a t e l y  4 0  p e r c e n t  i n  t h e  r a t e s  c u r r e n t l y  b e i n g  charged. 

* 

A s  p a r t  of its e n d e a v o r  to  s h o r t e n  a n d  s i m p l i f y  the 

r e g u l a t o r y  process for u t i l i t i e s  t h e  Commission c h o s e  to  perform a 

l i m i t e d  f i n a n c i a l  a u d i t  of K i n g s t o n - T e r r  i l l ' s  o p e r a t i o n s  for t h e  

tes t  year ,  c a l e n d a r  year 1985.  The C o m m i s s i o n ' s  o b j e c t i v e  was t o  

s u b s t a n t i a l l y  r e d u c e  t h e  n e e d  for w r  i t t e n  da t a  r e q u e s t s ,  decrease 

the t i m e  n e c e s s a r y  t o  e x a m i n e  t h e  a p p l i c a t i o n  and, therefore  I 

decrease t h e  e x p e n s e  to t h e  u t i l i t y .  M r .  S a m  B r y a n t  of t h e  

C o m m i s s i o n ' s  D i v i s i o n  of R a t e s  a n d  T a r i f f s  performed the a u d i t  o n  

Hay 2 8 ,  1 9 8 6 ,  a t  t h e  o f f i c e  of K i n g s t o n - T e r r i l l  i n  Richmond, 

Kentucky.  

SCOPE 

The scope of t h e  a u d i t  was l i m i t e d  to  o b t a i n i n g  i n f o r m a t i o n  

to d e t e r m i n e  whether t h e  o p e r a t i n g  e x p e n s e s  as reported i n  

K i n g s t o n - T e r r i l l ' s  1985 A n n u a l  Report  used as t h e  tes t  year i n  

this case were r e p r e s e n t a t i v e  of normal o p e r a t i o n s  a n d  to  g a t h e r  

i n f o r m a t i o n  t o  s v a l u a t o  pro forma a d j u s t m e n t 6  proposed i n  

K i n g e t o n - T e r r i l l ' a  f i l i n g .  E x p e n d i t u r e s  c h a r g e d  to test y e a r  

o p e r a t i o n s  were r e v i e w e d  as were t h e  i n v o i c e s .  I n s i g n i f i c a n t  or 



Immaterial d i s c r e p a n c i e s  were n o t  p u r s u e d  a n d  a r e  n o t  addressed 

h e r e i n .  

FINDINGS 

u t i l i t y  P l a n t  i n  Serv ice  

An e x a m i n a t i o n  of t h e  records of K i n g s t o n - T e r r i l l  were 

i n c o n c l u s i v e  i n  d i r e c t l y  d e t e r m i n i n g  the a c c u r a c y  of t h e  amount  of 

$182388049 reported on t h e  1 9 8 5  b a l a n c e  sheet for U t i l i t y  Plant in 

Ser vice . This is d u e  to t h e  i n a d e q u a t e  records k e p t  by 

K i n g s t o n - T e r r i l l .  K i n g s t o n - T e r r i l l  p r o d u c e d  n o  records Of p l a n t  

a c c o u n t s  a n d  a c c o r d i n g  to  its a c c o u n t a n t  has no l e d g e r  for p l a n t  

a c c o u n t s .  The t w o  bond i s s u e s  of $4458000 a n d  $ 2 1 0 8 0 0 0  a d d e d  to  

t h e  c o n t r i b u t i o n s  of $310,502 a n d  o t h e r  d e b t  i n  t h e  amount  of 

$2038000 used for p l a n t  e x p a n s i o n  s u p p o r t s  a level of p l a n t  i n  t h e  

amount of $1,168,502. A d d i t i o n a l  c a p i t a l  e x p e n d i t u r e s  of $178664 

d u r i n g  the test  p e r i o d  raises the l e v e l  to $1,186,166 l e a v i n g  d 

d i f f e r e n c e  of $51,883 f r o m  t h e  reported test p e r i o d  l e v e l .  S t a f f  

w a s  u n a b l e  t o  r e c o n c i l e  t h i s  d i f f e r e n c e  a n d ,  t h e r e f o r e ,  c o n c l u d e s  

t h a t  K i n g s t o n - T e r r i l l ' s  r e p r e s e n t a t i o n  of $18238,049 f o r  u t i l i t y  

p l a n t  i n  s e r v i c e  is q u e s t i o n a b l e ,  b u t  a d e q u a t e  a t  t h i s  t i m e .  

I t  is the s t a f f ' s  r e c o m m e n d a t i o n  t h a t  K i n g s t o n - T e r r  ill 

i m m e d i a t e l y ,  with t h e  aid of its accountant, b e g i n  to identify and 

attempt t o  r e c o n c i l e  the b a l a n c e s  of all items of plant a n d  t o  

c o n t i n u e  to m a i n t a i n  t h e  proper records for 4911 p l a n t  a c c o u n t s  

under the Uniform System of ACCOUntS ( "USoA")  prescribed by this 

Comm is B ion. 
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O p e r a t i o n  a n d  M a i n t e n a n c e  E x p e n s e s  

I n  t h e  c o u r s e  of t h e  a u d i t  s t a f f  e x a m i n e d  i n v o i c e s  re la ted to 

test per iod o p e r a t i o n  a n d  m a i n t e n a n c e  e x p e n s e s .  S t a f t  f o u n d  n o  

mater ia l  d i s c r e p a n c i e s  i n  t h e  l e v e l  of tes t  p e r i o d  o p e r a t i o n  a n d  

m a i n t e n a n c e  e ' xpenses  8 however 8 some e x p e n s e s  had b e e n  

misc l a s s i f i e ' d  as to t h e  proper a c c o u n t  p rescr ibed  by t h e  USoA. 

K i n g s t o n - T e r r  ill repor ted  n o  e x p e n d i t u r e  for f u e l  a n d  p o w e r  

p u r c h a s e d  for pumping ( A c c t .  # 6 2 2 )  for t h e  test per iod b u t  upon 

e x a m i n a t i o n  s t a f f  d e t e r m i n e d  t h a t  $58024 had b e e n  e x p e n d e d  a n d  

c h a r g e d  to  a c c o u n t  number 651, M a i n t e n a n c e  of Mains.  S t a f f  has 

a c c o r d i n g l y  i n c r e a s e d  A c c o u n t  No. 6 2 2  by $58024 a n d  r e d u c e d  

A c c o u n t  No. 651 by  a l i k e  amount .  S t a f f  also d e t e r m i n e d  t h a t  

$6,279 of e x p e n d i t u r e s  were  charged to A c c o u n t  No.  903 b u t  s h o u l d  

h a v e  b e e n  c h a r g e d  t o  A c c o u n t  No. 921.  A c c o r d i n g l y ,  s t a f f  h a s  made 

appropriate  a d j u s t m e n t s  t o  both a c c o u n t s .  

I t  its f i l i n g ,  K i n g s t o n - T e r r  ill proposed i n c r e a s e s  t o t a l i n g  

$26,757 to  o p e r a t i o n  a n d  m a i n t e n a n c e  e x p e n s e s .  D u r i n g  t h e  a u d i t  

s t a f f  d e t e r m i n e d  t h a t  t h e  m a j o r i t y  of t h e  i n c r e a s e s  w e r e  r e l a t ed  

to assets t h a t  K i n g s t o n - T e r r  ill h a s  proposed to p u r c h a s e  b u t  h a s  

n o t  shown a d e q u a t e  e v i d e n c e  of t h e  n e e d  or b e n e f i t  t o  its 

r a t e p a y e r e .  One e x a m p l e  is a p r o p o s e d  $3,300 e x p e n d i t u r e  f o r  

m a i n t e n a n c e  of a t r u c k .  K i n g 8 t O n - T e r r i l l  ha8 n o t  p u r c h a s e d  t h e  

t r u c k  b u t  h a s  made a d j u s t m e n t s  to operation a n d  m a i n t e n a n c e  a n d  

d e p r e c i a t i o n  e x p e n s e .  The d e c i s i o n  t o  p u r c h a s e  t h e  t r u c k  res t s  o n  

w h e t h e r  or n o t  K i n g s t o n - T e r r i l l  c a n  o b t a i n  t h e  f u n d s .  I n  a d d i t i o n  

K i n g s t o n - T e r K i l l  h a s  made n o  a d j u s t m e n t s  t o  r e f l ec t  r e d u c t i o n s  i n  

other e x p e n s e s  r e s u l t i n g  f r o m  the p r o p o s e d  p u r c h a s e ,  ie.,  t h e  
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relmbursemente to  t h e  manager for u s e  of h i s  t r u c k .  S t a f f  

recommends t h a t  t h e  p r o p o s e d  $3,300 a d j u s t m e n t  for t r u c k  

m a i n t e n a n c e  as well as the p r o p o s e d  a d j u s t m e n t s  for a n  a d d i t i o n a l  

employee of $7,632, r e n t  for a s t o r a g e  b u i l d i n g  i n  t h e  amount  of 

$828 a n d  t h e  proposed $ 4 , 8 0 0  a d j u s t m e n t  for e m p l o y e e  b e n e f i t s  

( h e a l t h  i n s u r a n c e )  be d e n i e d  o n  t h e  basis t h a t  K i n g s t o n - T e r r i l l  

has  n o t  shown s u f f i c i e n t  e v i d e n c e  for t h e  need  a n d  has n o t  p r o v e n  

a b e n e f i t  to its r a t e p a y e r s .  T h e s e  a d j u s t m e n t s  r e s u l t  i n  a 

decrease of $16,560 to R i n g s t o n - T e r r i l l ' s  o p e r a t i o n  and  

m a i n t e n a n c e  e x p e n s e s .  

I f  i n  i ts  r e s p o n s e  to t h i s  repor t  or a t  t h e  h e a r i n g  s c h e d u l e d  

for A u g u s t  2 0 ,  1 9 8 6 ,  K i n g s t o n - T e r r i l l  c a n  show t h a t  these 

i n c r e a s e s  a r e  n e c e s s a r y  and c a n  r e s u l t  i n  more e f f i c i e n t  

operations these i t e m s  w i l l  be r e c o n s i d e r e d .  

K i n g s t o n - T e r r  ill proposed to i n c r e a s e  o p e r a t i o n  and  

m a i n t e n a n c e  e x p e n s e s  i n  t h e  amount  of $2 ,797  for i nc reases  i n  

g e n e r a l  l i a b i l i t y  and  workers compensation i n s u r a n c e .  I n  t h e  

course of the audit staff verified t h e s e  f i g u r e s  i n  a conversation 

w i t h  the insurance agent. I t  is t h e  staff's j u d g e m e n t  t h a t  t h e s e  

a d j u s t m e n t s  are proper and n e c e s s a r y  and  recommends t h a t  t h e y  be 

accepted 

K i n g s t o n - T e r r  111 p r o p o s o d  to fncreaso operation a n d  

maintenance expenses by $7,000 as  the r e s u l t  of e x p e n s e s  to  be 

i n c u r r e d  f o r  its meter t e s t i n g  program and by $400 for m a i n t e n a n c e  

on its water tower. Dur ing  t h e  a u d i t  s t a f f  d e t e r m i n e d  t h a t  t h e  

$ 7 , 0 0 0  estimate for t h e  meter t e s t i n g  program was for f i v e  y e a r s .  

I t  is t h e  s t a f f ' s  judgmen t  t h a t  t h i s  e x p e n s e  s h o u l d  be &€IUOKtfZed 
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over a 5-year period and, therefore, operation and maintenance 

expenses should be decreased by $5,600. 

Purchased Water 

Kingston-Terrill reported purchased water expense of $169, 175 

for the test period. Kingston-Terrill failed to make an annual- 

ization adjustment €or an increase in rates by its supplier, the 

City of Richmond, Kentucky, in May, 1985. Accordingly, the staff 

has increased Kingston-Terrill's operating expenses by $15,000. 

Depreciation Expense 

KingStOn-TerKill reported depreciation expense of $38,511 for 

the test period. In addition Kingston-Terr ill proposed several 

adjustments that would i n c r e a s e  its depreciation expense by 

$5,176. These adjustments were proposed to amortize the costs of 

a group of assets that Kingston-Terrill proposes to purchase. 

Again Kingston-Terrfll has not shown sufficient need nor has it 

made appropriate adjustments to other expense, revenue, or balance 

sheet accounts resulting from the proposed purchases. Staff 8 

therefore, recommends that these adjustments be denied and 

accordingly reduces Kingston-Terr ill' s proposed depreciation 

expense by $5,176. 

In addition, the Commission has traditionally disallowed 

depreciation on plant that has been acquired through 

contributions. During the course of the audit staff found no 

evidence that the Commission should Change its practice and thus 

recommends continuing to disallow depreciation expense on 

contributed property for a reduction to Kingston-Terrill's 

depreciation expense of $98757.  
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A m o r t i z a t i o n  E x p e n s e  

R i n g s t o n - T e r r  ill proposed to  i n c r e a s e  amor t i z a t l o n  e x p e n s e  by 

$3,500 f o r  a 5-year  a m o r t i z a t i o n  of t a n k  m a i n t e n a n c e .  The s t a f f  

f i n d s  t h i s  a d j u s t m e n t  to be proper a n d  n e c e s s a r y  a n d  recommends i t  

be accepted for r a t e - m a k i n g  purposes. 

M i s c e l l a n e o u s  A d j u s t m e n t  

K i n g s t o n - T e r r  i l l  proposed a n  a d j u s t m e n t  of $60,327 to 

" m a i n t a i n  f i n a n c i a l  i n t e g r i t y  of d i s t r i c t  as a p e r c e n t  of t o t a l  

assets" .  K i n g s t o n - T e r r  ill d e r i v e d  t h i s  f i g u r e  by t a k i n g  five 

p e r c e n t  of i ts  to ta l  a s se t s  a t  t h e  e n d  of 1984. s ta f f  c o n c l u d e s  

t h a t  t h e  f i g u r e  is a r b i t r a r y ,  c a p r i c i o u s  a n d  has n o  s u p p o r t  a n d  

s h o u l d  be d e n i e d .  

Recor  dkeepinq 

K i n g s t o n - T e r r  i l l ' s  records c o n s i s t e d  m a i n l y  of a c a s h  

receipts and cash d i s b u r s e m e n t s  j o u r n a l .  K i ng 8 t o n  -Ter r i 1 1 s 

Genera l  Manager a n d  its O f f i c e  Manager a t t e m p t e d  to k e e p  a g e n e r a l  

ledger d u r i n g  t h e  t e s t  y e a r ,  however i t  proved t o  be 1 n d C C U r a t e .  

K i n g s t o n - T e r r i l l ,  w i t h  t h e  a i d  of i ts  a c c o u n t a n t s  has b e g a n  to  

keep records i n  a c c o r d a n c e  w i t h  t h e  USoA. The s t a f f  recommends 

t h a t  K i n g s t o n - T e r r i l l  c o n t i n u e  t h i s  p r o c e d u r e  a n d  i n  the f u t u r e  be 

able t o  p r o v i d e  adequate records of its o p e r a t i o n s .  

Sale8  Revenue6 

K i n g s t o n - T e r r  ill r e p o r  t ed  t e s t  p e r i o d  s a l e s  of $295 ,852 .  In 

May, 1985 King8tOn-Tf3Krill  r e c e i v e d  a r a t e  i n c r o a s e  €OK p u r c h a s e d  

water a d j u s t m e n t .  K i n g s t o n - T e r r  Ill made no  a d j u s t m e n t  to  its 

r e v e n u e s  to a n n u a l i z e  w a t e r  sa les  as a r e s u l t  of t h e  r a t e  

-6- 



increase. The staff recommends that Kingston-Terr ill's test 

period operating revenues be increased by $19,806. 

Interest Income 

Kingston-Terrill reported interest income in the amount of 

$17,805 for the test period. Kingston-Terrill made no pro forma 

adjustment to this figure, however it is the staff's judgment that 

since both interest rates and Kingston-Terr ill's investments have 

decreased over the past year that this figure should be reduced. 

Staff has determined an interest rate of approximately ten percent 

and applied it to Kingston-Terr ill' 6 end of period investments and 

accordingly estimates Kingston-Terr i l l ' s  interest income to be 

$12,000 thereby reducing the test period level by $5,805. 

Other Findinqs 

The Commission received a copy of a letter from the Farmers 

Home Administration ("FmHA") dated May 8, 1986. In the letter 

h F l A  stated that apparently Kingston-Terrill had borrowed funds 

from local banks vithout FmHA's WL itten consent. The staff 

advises Kingston-Terrill that in the future it should obtain the 

needed approval of E'mHA before acquiring additional debt. 

SUMMARY 

Based on the recommendations proposed by the staff in this 

report Kingston-Terrill's operations are as follows: 
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Kings ton -Ter  I Ill 
Pro Forma 

Income: 

Water Sales $411 ,218  

R e v e n u e s  1 5 , 3 7 3  
I n t e r  es t  Income 1 7 , 8 0 5  

M i s c .  S e r v i c e  

T o t a l  Income $444 ,396  

O p e i a t i n c j  Expenses :  

P u r c h a s e d  Water $169,175 
Power for Pumping -0- 
Ma i n t e  n a n c e  Ex pen ses 29r 181 
Labor 39,046 
Suppl ies  & E x p e n s e s  17 ,926  
T r a n s p o r t a t i o n  Expense 3,300 
Salar ies 10,800 
Outside Services 6 ,100  
I n s u r a n c e  7,389 
P e n s i o n s  & B e n e f i t s  4 ,800  
Depreciation & Amorti- 

Taxes Other  Than Income 3,050 
z a t i o n  E x p e n s e  47 ,187  

R e n t  
T o t a l  O p e r a t i n g  

828  

Ex p e n s e  s $338,782 

I n t e r e s t  $105 ,614  

Debt 39r 435 
Other  I n t e r e s t  
Expense 440 

N e t  Income B e f o r e  

I n t e r e s t  on Long-term 

N e t  Income $ 65 ,739  

Staff 
A d j u s t m e n t s  Recommended 

( 6 2 , 1 1 7 )  $ 3 4 9 , 1 0 1  

15,373 
1 2 , 0 0 0  

3376,474 

15,000 184 ,175  
5,024 5,024 

( 1 0 ,  6 2 4 )  l a ,  557 
(11 ,730)  27 ,316  

17,926 
(3,300) 

10,800 
4 , 0 9 8  1 0 , 1 9 8  

7 , 3 8 9  
(4r800) 

(14, 933 1 32 ,255  
3,OSO 

(828) 

(22  , 093> $316 ,690  

5 9 , 7 8 5  

1 , 2 2 4  40 ,659  

440 -- 
($47,053) $ 1 8 , 6 8 6  

K i n g s t o n - T e r r i l l  had  a Debt S e r v i c e  Coverage ( " D S C " )  for the 

tes t  p e r i o d  of . S 2 X  and a sea€€  a d j u s t e d  DsC of .53X. The staff 

is of the o p i n i o n  tha t  t h i s  c o v e r a g e  is n e i t h e r  fair, j u s t ,  nor 

reasonable a s  r e q u i r e d  by KRS 278.030. S t a f f  is f u r t h e r  of t h e  

opinion t h a t  a DSC of 1.2X would provide s u f f i c i e n t  r e v e n u e s  to 

allow Kingston-Tertill to m e e t  i ts  o p e r a t i n g  e x p e n s e s ,  cover its 

debt and provide  for r e a s o n a b l e  e q u i t y  growth. T h e r e f o r e ,  t h e  
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. -  

, 

s t a f f  recommends K i n g s t o n - T e r r i l l  b e  a l l o w e d  to i n c r e a s e  its 

r e v e n u e s  on an annual b a s i s  by $33 ,4448  c a l c u l a t e d  a s  f o l l o w s :  

Operating Expenses 
Average Annual Debt S e r v i c e  
20 P e r c e n t  DSC 
Total Revenue Requirement 

LESS : 

Annualized T e s t  P e r i o d  Revenues 
I n t e r e s t  Income 
Misc. S e r v i c e  Revenues 
Required I n c r e a s e  

$316,690 
49,820 

($3158 6 5 8 )  
( 12,000) 

R e s p e c t f u l l y  s u b m i t t e d ,  

Public U t i l f t i e s  F i n a n c i a l  
A n a l y s t  
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